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SETTING UP AN ACCOUNTING SYSTEM
By GRACIA W. ROBINSON, Kansas City Chapter ASWA
accounting system is the completion of a
realistic preliminary survey of the needs
of the particular company. Failure of a
system can often be attributed to the fact
that management did not have sufficient
facts at the time of planning to insure the
system being tailored to actual operations.
A study of the organization structure of
the company will define top management, as
well as the qualifications, responsibilities
and lines of authority of key personnel.
A review of existing procedures should
next be completed, for it often develops that
there really are no procedures, and “ways
of doing things” have been handed down by
word of mouth from the old employe to the
new, leaving no proof of who was right and
who was wrong. Procedures should be re
viewed in the light of whether they are
providing adequate internal control for the
protection of assets and furnishing proper
checks for the elimination of errors. The
procedures should be further examined to
determine whether they are sufficient to
satisfy the requirements of outside interests
readily and economically. A special study
of individual procedures, such as controlling
cash, sales, purchases, inventories, payrolls
and production, is a prerequisite to the
determination of the needs of the account
ing system. The survey should include a
list of all books of account, business papers,
documents, working paper analysis, finan
cial statements and reports. Other informa
tion to be developed would be the position,
duties and responsibilities of all persons
engaged in record keeping; office equip
ment and machines available and the use
being made of each, and a sample of all
forms and reports with a description of
their use.
Keen top management has found the
practice of holding conferences with repre
sentatives from the sales, accounting and
production departments acts as a clearing
house for useful information and “know
how”. These staff conferences may be ex
tended to all supervisory levels, as asking
people for ideas and opinions creates good
will and promotes cooperation, even though
the ideas may not always be used.
Once the preliminary survey has been
completed, development of an actual design
can be initiated. It is desirable to be gov
erned by certain fundamental considera
tions:

Slightly over a century ago one Joseph
Waide Whitely decided to leave to his broth
ers the management of his ancestral mer
chandising firm, “Whitelys of London,”
while he migrated to America. He joined
the westward movement and established a
general merchandising firm in the State of
Iowa. What would his reaction have been,
if, while he was making entries from scraps
of paper filed on a spindle in his only book
of accounts “The Day Journal”, had he been
projected into the present and heard his
granddaughter and namesake discussing
the intricacies of setting up a twentieth
century accounting system. Can you im
agine his perplexity at our concern over
slow moving inventories, when as late as
1930 the shelves of his firm were a delight
to antique hunters; or why the determi
nation of the break-even point, product
mix, or rate of turnover should be factors
in operating a business? Remember during
his period there were no regulatory bodies,
and each business handled its books as it
pleased.
Contrast this with the modern industrial
enterprise of today, which operates under
an economy that demands selling goods and
services at whatever price competition will
permit while furnishing these goods and
services at a cost which will permit a rea
sonable profit. In this complex economy
management has the responsibility of meet
ing the demands of external forces, includ
ing the investors, creditors and government
agencies, while solving such crucial internal
problems as sales analysis, sales forecast
ing, production control, material control,
financial reporting, budgeting and profit
responsibility. In recent years progressive
management has shown a greater appreci
ation of accounting as a basic tool for get
ting things done.
The assurance that general purpose elec
tronic equipment will soon be available at
price levels that business can afford directs
attention toward modernization of design
and installation of effective accounting sys
tems. The size, scope, complexity and varied
interest of modern business makes it im
possible to apply any one design for an ac
counting system beyond the basic functions
which may be applicable to all types of
business.
The first and most important step in plan
ning for the installation or redesign of an
3

Information: The preliminary survey has
supplied the facts as to where the informa
tion comes from; what information is avail
able; and what information is necessary
to meet the requirements for statements
to management, statements to owners, re
ports for credit purposes, reports for labor
organizations, and data for government
agencies. The survey shows what informa
tion is needed to control the business, and
included in this list may be a complete
chart of accounts, well designed time sav
ing forms, budgets, standards, and other
historical data, as well as timely and factual
reports to management.
Costs: As we continue to clarify our
objectives and proceed with a design for
setting up an accounting system, it is de
sirable to be sure the system being planned
is the best from the standpoint of cost
as applied to all phases of the particular
concern’s activities. Information should be
developed readily and economically by be
ing alert to all opportunities for stream
lining procedures. This may be accom
plished by eliminating all unnecessary
procedures and by simplifying or combin
ing others. Searching out duplications in
effort, either by departments or in the use
of overlapping forms and reports, is a
source of cost reduction and control. The
system should be developed to take ad
vantage of the most modern and best
equipment the company can afford. Con
version to machines should be planned to
promote the greatest accuracy and best
execution. Changes in work locations and
reassignment of personnel can be helpful
in eliminating waste motion and improving
morale.
Internal Control: Inherently an account
ing system should provide proper financial
control over all phases of the business as
well as proper checks through internal
audit to place responsibility of reporting
where policies are not being followed. The
Committee on Auditing Procedures for the
American Institute of Certified Public
Accountants in a special report on Internal
Control states:
“Internal control comprises the plan
of organization and all the coordinate
methods and measures adopted within a
business to:
a.
Safeguard its assets,
b. Check the accuracy and reliability
of accounting data,
c. Promote operational efficiency,
d. Encourage adherence to prescribed
managerial policies.
In order to attain these objectives an

adequate system of internal control should
possess such specific elements of control as:
verification and analysis of accounting data;
appropriate segregation of functional re
sponsibilities in that no one person is per
mitted to handle the complete cycle of a
transaction; a system of authorization and
approval; physical protection of all prop
erties; consistent and orderly records with
the use of prenumbered forms; inventory
records verified on a systematic as well as
a surprise basis; screening of personnel
before assignment of responsibility, and
bonding all employees in positions of trust.
Uniformity, Consistency and Flexibility:
A system should be so developed that the
business entity may account for its opera
tions on a uniform and consistent basis.
This may be accomplished by the use of
written instructions as well as through an
effective employee training program to en
courage compliance with organizational dis
cipline. It has been stated that an account
ing system begins to deteriorate the day it
is installed, for few businesses remain static.
Therefore, a system should be designed to
guard against obsolescence by incorporat
ing the element of flexibility to accommo
date changes as they occur.
Chart of Accounts: After management
has determined its objectives (what an ac
counting system should accomplish; what
reports are needed; and what control pro
cedures are to be set in motion) it must
have media for classification of data within
a formal structure of accounts. A chart of
accounts, which can be considered the
framework of an accounting system, classi
fies available information into concise and
useful form. Such a carefully prepared
chart, together with written instructions for
its use, should be based upon the organi
zation structure of the business involved
and tailored to meet its particular needs.
A chart of accounts does more than pro
vide for recording transactions. It is the
framework which assembles information in
the most convenient form to reflect assets,
liabilities, revenues, costs and expenses; to
express the major financial elements of the
business and the relationship of costs and
results; and to furnish information in com
parative form, in order the current figures
may be compared with historical, budgeted
or standard figures as well as with those
of other companies. In his “Development
of Accounting Systems,” C. Oliver Welling
ton summarizes certain desirable principles
to be observed in the development of a
pattern for a chart of accounts as follows:
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1. Accounts arranged in the most con
venient form to facilitate economical and
timely preparation of financial statements
with similar items grouped together or
adjacent to each other.
2. Uniform classification for parallel op
erations of divisions, departments or
branches to provide effective comparisons
or consolidated reports.
3. Accounts should contain only one type
of data—there should be no mixed ac
counts.
4. Account grouping should be provided
to delineate clearly the boundary lines of
assets, liabilities, income and expenses,
and be sufficiently broken down to assist
management in its control of operations.
It is of particular value when asset and
liability accounts are arranged in state
ment order, as classes and sub-classes can
be indicated on the chart in the order of
their appearance on financial statements.
5. It is desirable to group operating ac
counts by responsibility, function, pur
pose or activity, and kind of expense.
6. Control and subsidiary accounts will
provide summary and detailed informa
tion, reduce clerical work, facilitate
adaptation to mechanical methods, and
locate detailed accounts outside the gen
eral ledger.
7. Logical placement of accounts for all
types of transactions to provide ready
preparation of reports and data for Fed
eral, State and Municipal tax authorities
with compliance of legislation and govern
ment regulations as may be applicable.
8. Account titles should describe accu
rately and concisely what should be con
tained in each account and suggest the
purpose for which the account is used.
9. Code numbers, symbols, or numbers
coordinated with the classification system
is desirable to avoid constant repetition
of full description of titles, to save time
and clerical work; enable the accounts to
be found more readily, and to facilitate
mechanical sorting and tabulation.
In the United States, charts of accounts
are more or less stylized to the extent they
use numerical systems of identifying the
accounts. There are several systems in
use:—The Dewey decimal system, which
affords great flexibility in the adaptation to
a firm’s individual needs. This system is
somewhat complicated and difficult to use,
as the decimal point may be easily misplaced
or blurred. The Mnemonic system, which
uses code letters also a combination of let
ters and numbers. This method is of value

mostly in various subsidiary ledgers and
product classification. Symbolization con
sisting entirely of letters is also confusing
for general use. However it is of value in
the designation of plants, branches etc.
A good basic pattern for numbering ac
counts, which will permit considerable ex
pansion and lend itself well to mechaniza
tion, is the simple consecutive numbering
of all accounts in the order of their appear
ance in the ledger. This method consists
of assigning a block of numbers to the major
groups or subdivisions of accounts and
provides flexibility as the numbers assigned
to each group may be arranged to corre
spond with subsidiary ledgers or operations.
By combinations of numbering, the rela
tionship between accounts may be shown.
Elasticity may be acquired by the use of
large numbers. This method can further
be expanded by the use of assigning sub
classifications to major accounts such as
.001, .002 etc. This principle may also be
extended to subclassification. Separation of
classification is made by dashes.
In summation, the methods of account
coding should provide a simple efficient
system, easy to remember, and sufficiently
flexible to accommodate itself to normal
growth, as circumstances change due to ex
pansion or contraction, addition of new
products, dropping of old ones, addition of
new departments or consolidation or discon
tinuance of others. New office equipment
opens opportunities for improved data
processing; therefore flexibility cannot be
stressed too strongly to avoid the necessity
for a complete revision of the basic ele
ments of a chart pattern. It should lend
itself to definite interpretation, so that the
coding will be self-explanatory, and should
be adaptable to machine accounting, if not
for the present then for the possibility in
the future.
Various national trade and industry asso
ciations have available charts of accounts
designed to suit the needs of their particu
lar industry. Complete addresses of these
associations may be found in the latest
edition of the directory of the United States
Department of Commerce “National Asso
ciations of the United States.” This direc
tory, which includes associations for retail,
wholesale, service, institutional and manu
facturing lines, is found in any public or
college library. Also prescribed uniform
charts of accounts and recommended classi
fications of accounts for small businesses,
retail and wholesale, may be purchased
from the U. S. Gov’t. Printing Office.
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Forms: Forms and reports are primarily
the basic tools of an adequate accounting
system. Much attention has been given to
their design, function and control, which
could very well become the subject of a
lengthy discussion. However, at this time
we prefer only to make a few pertinent
observations as to the importance of the
integration of a forms program in the
system design.
We should like to adhere to the maxim
set forth in planning for setting up an
accounting system: that of finding the best
forms and reports that will do the best job
of providing information to enable manage
ment to direct the business in the most
efficient manner. Control of forms is an
acute problem of internal management, for
here is a fertile area where duplication and
uneconomical practices, lack of efficiency
and weaknesses may enter. These are fac
tors which demand constant review.
In his “Design and Control of Business
Forms” Frank M. Knox enumerates the
following determinations for control of
forms:
“1 . Whether or not the forms should be
in existence in the first place
2. Whether there may be two or more
forms doing the same job in different
parts of the organization.
3. Whether a particular form has been
correctly related to other forms in
the same work flow.”
Mr. Knox continues “Control of forms
entails . . . the proper coordination of de
sign, use and purchase, proper means of
physical storage and distribution, and the
proper relationship between control of
forms and the control of methods and pro
cedures.” Another helpful suggestion for
form control is the maintenance of a cen
tral file consisting of a numerical file,
subject index, and set of samples of all
forms.
Inasmuch as the needs of no two busi
nesses will be exactly alike, it would be
difficult to discuss all the forms which
might be required in the course of their
various operations. However, there are
certain characteristics of good form design
which will act as a guidepost for proper
selection.
A prime requisite of a well designed
accounting form is acceptance by the people
who use it, including clerks, bookkeepers,
accountants, general office workers, super
visors, administrators and executives. Ac
ceptance may be accomplished by keeping
the form simple, readable and understand
able. Further the form should be suffi
6

ciently simple so that it may be used with
out error. Other suggestions for good form
design might be: it should be easy to enter
the data, whether by hand or by machine;
it should provide sufficient writing space
and have an orderly sequence of data. The
form should properly identify its purpose
and carry complete instructions for its use,
routing, signature and approval. A quality
printing job will add much to clarity,
legibility and proper mental attitude.
The task of form selection, design and
control is not easy, nor is its importance
to effective operation of an accounting
system to be regarded lightly. Many busi
ness enterprises have a division in their
accounting department which devotes itself
to continuous attention of form procedures.
If the business is small and does not have
a forms division, there are many standard
forms available which are economical and
adequate. The above suggestions may be
applied to the selection of commercially
prepared forms and reports.
Manuals: All methods and procedures for
the use of the chart of accounts and for
the use of forms and reports should be
reduced to writing. Charles T. Zlatkovich
in his “Some Principles of Accounting Sys
tems Design” has this to say:
“Any organization whether comprising
but one unit or many, must account for
its operations on a consistent basis if its
records of the past are to provide an
effective comparison with the present or
furnish a guide for the future. ... a
prerequisite to uniformity and consist
ency in large accounting entities is the
use of an Accounting Manual.”
Usually uniform recording and reporting
cannot be obtained without an accounting
or procedure manual. As we have already
stated, this reduces all methods and pro
cedures to writing. Manuals are primarily
for the general purpose of providing the
employee with instructions as to company
policy and methods that he might perform
his task properly. Specifically, manuals aid
supervision and save valuable supervisory
time because the employee is encouraged
to do his work with a minimum of outside
assistance. Formalized instructions will
clarify authority and responsibility, lessen
the misunderstanding of instructions, thus
reducing errors; increase the flexibility of
personnel by aiding in the training of new
employees or the use of substitute person
nel; and furnish written standards which
aid in maintaining data on a consistent
basis. Written instructions are easier to

ASWA

HIGHLIGHTS OF THE YEAR

By CAROLYN ABERNETHY, National President 1958-59

A meeting of the Survey Committee just prior to
the beginning of the 1958-59 administrative year
sparked our term of office. Many changes in pro
cedure were injected, several changes in bylaws were
adopted at the annual meeting in Detroit, and more
duties delegated to our National Office Supervisor,
all aimed at lessening the increasing burden of the
national officers.
Something new was added when The Woman

C. P. A. scheduled for publication all papers pre
sented at the annual meeting, thus providing for
greater dissemination of this information. A new
look for the first time in several years appeared in
the format of the front cover of the publication.
Another stride was made by the mailing of the
Coordinator to each member individually, making
this publication more valuable because of its time
liness when received.
Our organization has been strengthened by the
addition of several new chapters, including one be
yond the shores of continental United States—Hono
lulu, in our 50th State. Several others are in various
stages of development.
Despite the fact that gremlins crept in to disturb
the private life of a number of our board members,
each has cooperated wholeheartedly in carrying out
her particular duties.
To lessen the burden of committee chairmen, a
Public Relations Manual has been published, and a
Standard Membership Manual soon will be in the
hands of each chapter membership chairman.
Getting to know more members through chapter
visitation, through correspondence, through chapter
bulletins and regular meeting minutes, has been one
of the highlights of the year. Working with our
National Office Supervisor has been most enjoyable,
and her outstanding cooperation has been an in
spiration.
The inclusion of a number of members in the first
edition of “Who’s Who of American Women”, and
other favorable publicity, attest to the acceptance
of our Society among other professional groups.
A hearty welcome and promise of cooperation are
extended to the 1959-60 officers together with best
wishes for a year of continued success.

review, thus keeping the procedures open
for improvement and perpetuating the
elements of flexibility, consistency and econ
omy necessary for continued existence of
an accounting system.
To function effectively, an accounting
system should have a manual or manuals
which incorporate the company policies,
detailed instructions for individual and
general procedures, explanation for the use
of the chart of accounts and instructions
pertaining to forms, records and files. Con
tents of a manual may vary according to
the nature of the business. J. Brooks
Heckert in his “Accounting Systems, De
sign & Installation” suggests that manuals
should specifically contain the following:
1.
Purpose and use of the manual
2.
Instructions for its use
3.
Chart of accounts
4. Schedules of reports, indicating de
partments responsible for their prep
aration, to whom given and when

5. Detailed instructions for the use of
forms
6.
Regulations regarding up keep
7. Indexed to facilitate additions and
deletions with all additions to indi
cate whether original or revision as
well as dated.
8. Organizational chart of the account
ing department
9. Work schedules and duties of various
positions.
To attain flexibility it has been found
loose leaf binders make for ease of inser
tions covering additions and deletions. It
is important that all copies be kept current
if they are to accomplish their intended
purpose.
Requests for changes should be carefully
controlled to safeguard against filling the
manual with non-essentials. At the same
time, review must be made on the basis of
system improvement to avoid obsolescence.
(Continued on page 12)
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attention of the shop superintendent who
ordinarily schedules it for an engine over
haul or replacement. There is a continuous
effort to improve the ratio of mileage to
gasoline consumption, as gasoline with
current high Federal and State taxes is
a major operating cost. The high powered
car of today with its quick get-away and
automatic transmission consumes gas at
a much higher rate than comparable cars
of even three years ago. Some cab com
panies are presently experimenting with
diesel engines.
A preventative maintenance program
has recently been adopted which provides
that ten cabs receive a complete inspec
tion every day, insuring that each cab
receives a complete inspection once a
month. Each mechanic on the inspection
line is responsible for his assigned group
of cars for the life of the car. If his in
spection shows the need of repair work
of any type, the cab is scheduled to be
held in the shop for the estimated time
required to complete the work. The me
chanics do a complete repair job at all
times, as they do not know when the car
they are repairing is scheduled to be
replaced.
Under this plan of scheduled inspec
tion, placing the responsibility for a
specific group of cars to a specified me
chanic, it is hoped to reduce daily driver
complaints of motor trouble and street
breakdowns. The method may also bring
to light the effect of the individual driver
on maintenance costs.
Repairs are made by replacing the en
tire unit on the car, so that when a cab
is scheduled in the shop for a particular
repair job, it is tied up only as long as
it takes to remove the old unit and re
place it with another. The damaged or
worn units are completely overhauled in
cluding replacement of any worn parts,
and are then returned to stock. The same
process of replacement and then repair is
also followed in the body shop from bent
fenders to damaged frames.
While all repair work is not priced, the
purchasing and parts department keeps
average unit cost on all types of repairs.
These records are assembled from histori
cal costs with parts prices adjusted to
current costs. However, on repair for ac
cident damage, an itemized work order is
made and the individual cab is invoiced
for all repair parts and labor.
Contrary to popular belief, taxicab com
panies do not welcome bad weather, as it
slows traffic and creates additional driving

hazards, which in turn reduces revenue
and increases operating costs.
It is no longer considered a luxury to
ride a cab: it has become a necessary
means of transportation. In this highly
competitive industry, it is the aim of all
companies to give the best service at the
lowest possible rate. The accounting de
partment recognizes this and plays a vital
part in keeping costs at a minimum.

(Continued from page 7)
A manual may be complied in one com
plete unit or it may be sub-divided into
several units as:—
Chart of Accounts with instructions for
the use of the accounts.
Samples of all forms with explanations
for their use.
Special procedure write ups for indi
vidual departments, such payroll, cash
receipts, etc.
Regardless of how many sub-divisions there
may be, top management should have a
master manual which incorporates all writ
ten procedures.
People: Procedure manuals become effec
tive only through compliance, and while
it is not the intent of this discussion to
take up the human relations aspect of an
accounting system, it nevertheless must be
noted that the importance of PEOPLE
cannot be by-passed or underestimated.
The conversion or installation of an ade
quate accounting system does not mean
that it will function efficiently on its own
merits. The cooperation or resistence of
people who operate the system can make
the finest system succeed or fail.
People should become sufficiently ac
quainted with the procedures and require
ments so as to result in the integration of
all functions of the system. People need
to be accustomed to doing things in a
definite way or a new way. Perhaps one
of the biggest jobs companies face in a
new system design is the changing the
attitude of the people who do the work.
Acceptance by the people can be brought
about by a good training program, one that
will make them feel that they help and
that their job is important.
Installing a new system or the conversion
of an existing one may be a rather trying
experience for a while, but when it starts
to clear up, somehow it clears up rapidly
and we find the various functions of the
new accounting system have been inte
grated.
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